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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Community  Planning  and 
Development 

24  CFR  Part  511 

[Docket  No.  R-88-1408;  FR  2530] 

Rental  Rehabilitation  Program; 
Reallocation  of  Rental  Rehabilitation 
Grant  Amounts 

AGENCY:  Office  of  Community  Planning 
and  Development,  HUD. 
action:  Final  rule. 

summary:  The  Rental  Rehabilitation 
Program  provides  grants  to  States  and 
units  of  general  local  government  to  help 
support  the  rehabilitation  of  privately 
owned  real  property  to  be  used  for 
primarily  residential  rental  purposes 
and  is  designed  to  increase  the  supply  of 
standard  housing  units  affordable  to 
lower  income  families.  This  final  rule 
eliminates  the  administratively 
established  ceiling  on  the  maximum 
amount  of  additional  rental 
rehabilitation  grant  funds  an  existing 
grantee  can  receive  through  the 
program’s  "reallocation”  process.  Under 
24  CFR  511.33(b),  a  Rental  Rehabilitation 
grantee  may  receive  reallocated  funds  in 
an  amount  not  exceeding  30  percent  of 
the  cumulative  amount  initially 
obligated  to  the  grantee  for  the  current 
fiscal  year  and  for  any  preceding  fiscal 
years  for  which  rehabilitation  grant 
amounts  remain  available  for  obligation. 

After  the  effective  date  of  this  rule, 
there  will  be  no  regulatory  ceiling 
limiting  the  maximum  reallocation  that  a 
specific  Rental  Rehabilitation  grantee 
may  receive,  subject  to  the  availability 
of  grant  amounts  for  reallocation. 
EFFECTIVE  DATE:  September  26, 1988. 

FOR  FURTHER  INFORMATION  CONTACT: 
Mary  Ann  Kolesar,  Rental 
Rehabilitation  Division,  Office  of  Urban 
Rehabilitation,  Room  7162,  Department 
of  Housing  and  Urban  Development,  451 
Seventh  Street  SW.,  Washington,  DC 
20410-7000  telephone  (202)  755-5970. 
(This  is  not  a  toll-free  number) 
SUPPLEMENTARY  INFORMATION: 
Background 

Section  17  of  the  United  States 
Housing  Act  of  1937  (The  1937  Act),  42 
U.S.C.  1437o,  established  the  Rental 
Rehabilitation  Program.  This  program 
provides  grants  to  States  and  units  of 
general  local  government  to  help  support 
the  rehabilitation  of  privately  owned 


real  property  to  be  used  for  primarily 
residential  rental  purposes.  The  program 
is  designed  to  increase  the  supply  of 
standard  housing  units  affordable  to 
lower  income  families. 

Under  section  17(b)(3)  of  the  1937  Act, 
the  Secretary,  after  initially  allocating 
Rental  Rehabilitation  grant  amounts, 
may  reallocate  these  amounts  among 
grantees  based  on  an  assessment  of  the 
progress  of  grantees  in  carrying  out 
rehabilitation  grant  activities  in 
accordance  with  their  specified 
schedules.  Under  the  statute, 
reallocations  must  be  designed  to 
encourage  expeditious  use  of  Rental 
Rehabilitation  grant  amounts,  consistent 
with  the  sound  development  and 
administration  of  the  grantees’ 
programs. 

Grant  amounts  may  become  available 
for  reallocation  in  several  ways  under 
Part  511.  Formula  grantees  may  fail  to 
apply  for  their  formula  allocations  or 
may  have  their  program  descriptions 
disapproved,  or  grant  amounts  may  be 
deobligated  by  HUD  for  lack  of  progress 
by  the  grantee  under  the  criteria  and 
procedures  in  §  511.33(c)  or  as  a 
corrective  and  remedial  action  under 
§  511.82(c)(3).  In  a  HUD-administered 
State’s  program,  there  may  be 
insufficient  approvable  applications  for 
the  grant  amounts  available.  Generally, 
it  has  been  HUD’s  experience  that 
I  511.33(c)  deobligations  are  by  far  the 
most  important  source  of  funds  for 
reallocations,  since  few  grantees  fail  to 
apply  for  their  grants  and  few,  if  any, 
program  descriptions  are  disapproved. 

Whatever  the  method  by  which  grant 
amounts  become  available  for 
reallocation,  §  511.33(b)  sets  out  the 
basic  criteria  under  which  HUD 
reallocates  the  available  funds.  Among 
other  things,  paragraph  (b)  currently 
limits  reallocations  to  any  grantee  so 
that  the  cumulative  grant  amount 
resulting  from  the  reallocation  (including 
all  previous  original  grants  and 
reallocations)  may  not  exceed  130 
percent  of  the  cumulative  grant  amounts 
initially  obligated  to  the  grantee  for  the 
fiscal  years  for  which  funds  remain 
available  for  obligation.  This  strict 
numeric  limitation  was  imposed 
administratively  in  order  to  assure  that 
excessively  large  reallocations  would 
not  occur.  However,  it  has  already 
become  necessary  to  amend  this 
provision  twice.  Compare  51  FR  12700, 
April  15, 1986;  52  FR  25593,  July  8, 1987, 
and  the  original  version  of  this  provision 
at  51  FR  16936, 16952,  April  20, 1984. 

HUD  has  found  that  this  strict  and 
rather  arbitrary  ceiling  restricts  HUD’s 
ability  to  reallocate  program  funds  for 
valid  programmatic  reasons.  Thus,  HUD 
has  decided  to  eliminate  it  entirely  and 


to  rely  primarily  on  the  judicious 
exercise  of  HUD’s  discretion  to  assure 
that  reallocations  achieve  their  statutory 
purpose  of  "encouraging  the  use  of  these 
resources  expeditiously,  consistent  with 
the  sound  development  and 
administration  of  grantees'  rental 
rehabilitation  programs.” 

The  regulation  as  presently  drafted  is 
adversely  affecting  HUD’s  ability  to 
achieve  this  statutory  purpose  for  the 
following  reasons. 

The  better  performing  grantees  tend  to 
have  the  smaller  grants,  while  the  poor 
performers  tend  to  have  the  larger 
grants.  Most  Regional  Offices  would  like 
to  be  able  to  reward  their  good 
performers.  Unfortunately,  most  of  the 
good  performers  receive  small  grant 
amounts  and  have  reached  the  130 
percent  limit.  Meanwhile,  many  Regions 
have  slow  performing  grantees  with 
large  amounts  of  funds  not  being  spent. 
HUD  is  required  by  §  511.33(c)  to 
deobligate  uncommitted  grant  amounts 
at  the  end  of  the  deadline  for 
expenditure  under  that  section. 

However,  the  Regional  Offices  may  be 
reluctant  to  deobligate  earlier  because 
of  a  lack  of  good  performers  who  have 
not  yet  reached  the  130  percent  limit. 
Since  Rental  Rehabilitation  funds  are 
generally  appropriated  for  obligation 
within  3  years,  HUD’s  ability  to 
reallocate  the  funds  (in  effect,  making 
new  obligations  to  new  grantees)  may 
lapse  before  the  Regional  Offices  are 
able  to  reallocate  all  funds  that  should 
be  deobligated.  Ultimately,  the 
combined  effect  of  these  provisions  will 
be  a  loss  of  funds  to  the  program  and  an 
inability  by  HUD  to  carry  out  the 
statutory  intent  of  the  reallocation 
authority. 

Over  70  grantees  have  been  “topped 
out”  regularly  at  the  130  percent  cap, 
with  projects  ready  to  be  committed  and 
no  money  to  fund  them.  These  grantees 
must  "gear  down”  their  successful, 
ongoing  program  to  await  more  funds. 
Such  "stop-start”  funding  is  inherently 
inefficient. 

The  reallocation  process  is  a 
"reward”  effort  more  than  it  is  a 
“punishment”  effort.  Grant  amounts 
cannot  be  deobligated  from  a  poor 
performer  unless  the  regulatory 
standard  under  §  511.33(c)  is  met,  which 
requires  consultation  with  the  affected 
grantee  as  to  the  reasons  for  the  slow 
rates  of  commitment  and  expenditure. 
HUD  will  not  deobligate  grant  amounts 
if  the  grantee  has  an  immediate  need  for 
the  funds.  Furthermore,  if  the 
performance  of  grantees  which  lose 
funds  improves,  they  could  receive 
reallocations  if  funds  are  available  at  a 
later  date. 
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The  removal  of  the  reallocation  cap 
will  not  have  a  negative  impact  on 
grantees’  ability  to  receive  a 
reallocation.  Funds  will  be  available  to 
reallocate  to  all  good  performing 
grantees. 

Other  Information 

A  Finding  of  No  Significant  Impact 
with  respect  to  the  environment  has 
been  made  in  accordance  with  HUD 
regulations  in  24  CFR  Part  50  which 
implement  section  102(2)(C)  of  the 
National  Environmental  Policy  Act  of 
1969,  42  U.S.C.  4332.  The  Finding  of  No 
Significant  Impact  is  available  for  public 
Inspection  during  regular  business  hours 
in  the  Office  of  General  Counsel,  Rules 
Docket  Clerk,  at  the  above  address. 

This  rule  does  not  constitute  a  "major 
rule"  as  that  term  is  defined  in  section 
1(b)  of  Executive  Order  12291.  Analysis 
of  the  rule  indicates  that  it  would  not:  (1) 
Have  an  annual  effect  on  the  economy 
of  $100  million  or  more:  (2)  cause  major 
increases  in  costs  or  prices  for 
consumers,  individual  industries, 
Federal,  State,  or  local  government 
agencies,  or  geographic  regions:  or  (3) 
have  a  significant  adverse  effect  on 
competition,  employment,  investment, 
productivity,  innovation,  or  on  the 
ability  of  United  States-based 
enterprises  to  compete  with  foreign- 
based  enterprises  in  domestic  or  export 
markets. 

In  accordance  with  the  provisions  of  5 
U.S.C.  605(b),  the  Undersigned  hereby 
certifies  that  this  rule  does  not  have  a 
significant  economic  impact  on  a 
substantial  number  of  small  entities, 
because  statutorily  eligible  grantees  and 
State  recipients  are  relatively  larger 
cities,  urban  counties,  or  States,  and  the 
Rental  Rehabilitation  funds  to  be  made 
available  through  reallocations  to  any 
grantee  are  relatively  small  in  relation 
to  other  sources  of  Federal  funding  for 
State  and  local  government  and  in 
relation  to  private  enterprise  in  rental 
housing. 


The  subject  matter  of  this  rulemaking 
action  relates  to  grants  and  is  therefore 
exempt  from  the  notice  and  public 
comment  requirements  of  section  553  of 
the  Administrative  Procedure  Act.  As  a 
matter  of  policy,  the  Department 
submits  many  rulemaking  actions  with 
such  subject  matter  to  public  comment, 
notwithstanding  the  statutory 
exemption.  The  Secretaiy  has 
determined  that  in  this  instance  notice 
and  prior  comment  are  impractical  and 
contrary  to  the  public  interest  and  that 
good  cause  exists  for  making  this  rule 
effective  as  soon  after  publication  as 
possible.  A  major  purpose  for 
deobligating  grant  amounts  is  to 
reallocate  those  amounts  to  grantees 
that  can  use  them  expeditiously. 
Although  grant  amounts  can  be 
deobligated  later,  Fiscal  Year  1986  grant 
amounts  cannot  be  reallocated  after 
September  30, 1988,  since  the  Fiscal 
Year  1986  appropriation  lapses  on  that 
date.  For  reasons  previously  stated,  the 
existing  cap  limits  HUD’s  ability  to 
reallocate  all  the  grants  that  should,  in 
the  interest  of  sound  administration  be 
deobligated.  The  statutory  purpose  of 
the  reallocation  authority  is  to  permit 
the  use  of  grant  amounts  by  grantees 
that  have  an  immediate  need  for  the 
funds,  not  to  cause  the  funds  to  lapse. 

It  is  inefficient  and  contrary  to  the 
public  interest  to  permit  grant  amounts 
to  remain  with  grantees  that  have  had 
sufficient  opportunity  to  use  them  and 
have  not  done  so,  while  other  grantees 
with  the  ability  to  use  additional 
resources  are  marking  time  because  of 
lack  of  funds.  HUD  has  a  responsibility 
to  assure  that  program  funds  are  used 
responsibly  and  efficiently  for  the 
purpose  intended.  The  current 
reallocation  ceiling  language  in 
§  511.33(b)  is  impeding  HUD's  exercise 
of  this  responsibility.  This  ceiling  must 
be  removed  as  quickly  as  possible. 

This  rule  was  not  listed  in  the 
Department’s  Semiannual  Agenda  of 


Regulations  published  on  April  25, 1988 
at  53  FR  13855. 

List  of  Subjects  in  24  CFR  Part  511 

Administrative  practice  and 
procedure,  Grant  programs — Housing 
and  community  development,  Low  and 
moderate  income  housing,  Rental 
rehabilitation  grants,  Reporting  and 
recordkeeping  requirements. 

Accordingly,  24  CFR  511.33  is 
amended  as  follows: 

PART  511— RENTAL  REHABILITATION 
GRANT  PROGRAM 

1.  The  authority  citation  for  Part  511  is 
revised  to  read  as  follows: 

Authority:  Sec.  17,  United  States  Housing 
Act  of  1937  (42  U.S.C.  1437o);  sec.  7(d), 
Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

2.  In  §  511.33,  the  section  heading  and 
paragraph  (b)  are  revised  to  read  as 
follows: 


*  *  *  *  * 

(b)  Reallocation  of  rental 
rehabilitation  grant  amounts  within  the 
fiscal  year.  Except  for  end-of-fiscal  year 
reallocations  as  provided  in  paragraph 
(d)  of  this  section,  HUD  will  reallocate 
rental  rehabilitation  grant  amounts  that 
are  available  during  any  fiscal  year  to 
such  grantee  or  grantees  as  HUD 
determines  to  be  appropriate  to  promote 
the  expeditious  use  of  grant  amounts, 
consistent  with  the  sound  development 
and  administration  of  grantee’s  rental 
rehabilitation  programs.  Grant  amounts 
reallocated  may  come  from  any  fiscal 
year’s  appropriation  for  which  amounts 
are  available  for  reallocation. 

Dated:  July  26. 1988. 

Jack  R.  Stokvis, 

General  Deputy  Assistant  Secretary  for 
Community  Planning  and  Development. 

[FR  Doc.  88-17252  Filed  7-29-88:  8:45  am] 
BILLING  CODE  4210-29-M 


§  51 1.33  Reallocation  of  rental 
rehabilitation  grant  amounts. 


